ABSTRACT
Introduction
In recent years, Indian economy has recorded a robust GDP growth. It has been growing nearly around 8% CAGR in the last three years. But the benefits of economic growth have not equitably reached different parts of our society. The rural and agricultural sector, in particular, has not gained the desired momentum of growth and development. Further, within cities, the inequality is on the rise and demographic pressure is leading to growth of slums.
Present Government and the RBI have been promoting the necessity of inclusive banking, and the banking sector, as a collective body, and has taken several initiatives in this regard and till date a large number of farmer households have no access to formal sources of credit.
Present Dynamics, Challenges and Opportunities
Though banks have made significant strides in all areas of their performance, vast segments of population, particularly the underprivileged, are yet to be brought on to the canvas of banking services. It is in this context that all efforts are required to bring about financial inclusion and bring those segments of population into the mainstream of life. This would not only enable the banks to expand their market share but expand the overall market, in the process of tapping the Bottom of Pyramid (BoP) i.e. the customers from the lower income segments.
Figure: Difficulties in operating Inclusive banking

Urban Population
We have tried to divide the urban population into two parts for analyzing the financial inclusion perspective.
a.) The first category will be the stable low income group having an asset or a fixed business which will include people like auto rickshaw drivers, small repair shops, small tea-coffee point owners etc. It is important to bring these people under the umbrella of no-frills account. Though the no frills accounts are turning out to be a viable business opportunity for the banks its marketing has still not properly caught up. It is important for people to be aware about such accounts which does not require much documentation and can be opened with a minimum balance. b.) The Know your customers (KYC) norms should be further simplified to enhance the reach of the scheme. Credit or loan facilities can be enhanced to the customers on the basis of the track record. Biometric or colour coded ATMs can be opened with reduced minimum withdrawal amounts to ease banking for the target customers for the no frills accounts. The second kind of target customers will be the urban population who do not have a uniform flow of cash like the labour class of migratory nature. This is a predominantly a very low income group and they are not in a position to get a referral for a bank account and hence are unable to avail the banking facilities. The concept of micro -financing is difficult to extend to such people as it is difficult to form a group among such people as they frequently migrate from one place to another as and when the work on a site/ project gets completed. In addition it is a group usually male dominated so women cannot be included. This class presents a huge opportunity for the Indian banking industry. We have tried to develop a model which can be used to extend banking facilities to such people and also reduce the default risk. We need to understand the fact that bank loan is required by these people mostly for their families living in the village. The bank can open no-frills saving accounts for such people with initially the Aadhaar Card acting as the ID proof. After a very small minimum saving in the account, banks can extend loans to such people based on the total saving account. The bank will issue the labourer a "loan paper" and not the cash. This loan paper can be exchanged for cash at the post office of the taluka/ village the person belongs to. In this case the postman will act as a verifying agent for the information given by the person to whom the loan is extended. The rural supermarkets like ITC's Choupal sagar and Hariyali Kissan bazaar present an opportunity to provide banking services to the rural population especially farmers.
The bank can partly finance the purchases made at the store and facilitate repayments through EMI's etc. This is essential as the rural people do not have ready cash always, but might prefer to purchase on impulse. For expensive items the bank can finance a group of people rather than an individual to ensure recovery of the loan.
Withdrawal facilities through biometric ATM's in vernacular languages can also be provided at theses kiosks. The ATM's can enable withdrawal in small denominations which is preferred by the rural customers. The bank can also keep transaction costs at a minimum to encourage use of these. 
CREDIT BUREAU
Customer Credit information
A large part of the rural population has migrated to urban areas. The bank can also facilitate remittances electronically using the mobile network from these people to their families in the villages who can withdraw money through ATM's. The account can also be viewed on a dynamic basis at the kiosk or on the mobile phone.
In addition to financing purchases loan disbursals can also be made by the mobile banking kiosk based on the past credit history of the borrower and the account balance. The bank can initially offer loans equivalent to 2-3 times the account balance and this exposure can be increased as the borrower makes regular payments and the account balance increases. The proposed model consists of the following components
Insurance company
The bank can tie up with an insurance company which reinsures most of the risk in national and international weather risk markets. Providers like ACE, SocGen, Swiss RE, Deutsche Bank are all in the weather risk business and would be willing to provide these facilities in India.
Insurance-premium and savings account
The farmer can pay the insurance premium in this account and can also use the proceeds when the weather index insurance does not adequately compensate losses, thereby mitigating the risk. In addition the farmer could be allowed to deposit cash into the account at specialized low-cost rural branches of the lending bank. They can be given credit according to the amount deposited in the account.  In a normal year the farmer accumulates savings.  In a mild drought year, the farmer receives interest relief from the weather insurance.
 If the weather insurance payout is not triggered, the farmer can dip into his savings account to meet his interest payments.  In a severe drought year the farmer does not pay interest and pays only a part of the principal. In addition, he or she can use accumulated savings funds for further principal payment relief.
Smart card
The farmer can access his account through a Smart Card. Initially the card serves as a debit card in agricultural service center hubs, certain points of sale, and at ATMs and can later be upgraded to a credit card. The card may used to purchase agri-inputs like fertilizers, seeds and other items from rural supermarkets.
The model works as follows:
 The bank can identify an IASP like Mahindra Shubhlabh or ITC that has a good relationship with the farmer and provides agricultural inputs and crop-related information.  Based on the recommendation of the IASP, bank provides credit like crop-loan, pre and post-harvest finance to the identified farmers and grants access to an account through Smartcard and ATM.  Simultaneously, the bank can also tie-up with traders, processors or retail outlets which buy the produce from farmers. Loan processing, disbursement and collection are effectively done by the IASP.  At the end of the season, the farmers supply the crop to the output buyer and the output buyer deducts the loan amount from the sale proceeds and remits the loan to ICICI Bank in full settlement of the loan amount. The IASP receives a service fee for the loan processing and supervision services.
Rural Model (The BANK-NGO-SHG model)
Figure: Bank-NGO-SHG Model
In Bank-NGO-SHG model for Rural India, Bank would tie up with local NGOs to act as facilitator between the bank and the SHG that wants to initiate micro savings through a savings bank account. NGO will also fulfill the role of a credit intermediary. Banks would provide adequate training to NGO personnel and then provide credit to the NGOs to be given to the target rural customers. An association with NGO will have multiple benefits for the bank. Most importantly a NGO would be useful in bridging the information gap and access barrier. Both NGOs and the Bank would be involved in deciding the credit rating of a SHG for a loan. Once the loan is given, NGO would also be involved in monitoring the efficient use and deployment of the loan. Rural customer would repay the loan to the NGO that would pass it to the Bank. It is also important at this juncture to understand the reasons behind the success of an SHG model. Below we list some of the facts. 
Repayment to bank
Conclusion
Vast segments of population, particularly the underprivileged, are yet to be brought on to the canvas of banking services. This presents the banking sector with a huge market opportunity to be tapped. With the necessary backing from RBI and its policy guidelines, banks will have to use innovative models and greater use of advanced technology to bring this critical section under the umbrella of banking services. It will ultimately lead to a greater financial inclusion and overall growth of the economy and the country.
Self Help groups, NGOs and rural supermarkets like ITC Choupal are critical elements of the four models proposed in the paper and will require a co-ordinated approach for success. The Agricultural Lending model described in the paper specifically presents how a co-ordinated approach can on one side ensure credit facilities to the farmers and also on the other side insure them against weather related losses which is huge issue in India.
Withdrawal facilities through biometric ATM's in vernacular languages, low denomination notes from the ATMs, further simplification of the KYC norms and using the postal services reach in the country are some of the other key points observed in the paper for financial inclusion.
Government through RBI should act as the change agent driving this co-ordination and defining policies to facilitate this growth. Transparency again will be the key for this approach which will not only bring credibility but also confidence among the various stakeholders.
With around 51.4% of the farmer households still financially excluded according to ASSOCHAM, this is a huge untapped opportunity for the banks both in terms of business prospects and also in terms of overall economic growth.
